I. INTRODUCTION
In the realm of monetary economics, the question of the appropriate definition of money is both crucial and controversial.
Various definitions of money offered by monetary economists differ widely. While narrowly defined money consists of currency and demand deposits only, other broader definitions of money include a host of other assets as well. The choice of the most appropriate monetary aggregate is an empirical issue and needs to be settled empirically.
In the literature a number of methods are available for defining money empirically.
To mention only two of them, Meltzer (1963) and Laidler (1966) consider that definition of money the most appropriate which gives the most stable demand function for money while Chetty (1969) , Moroney and Wilberatte (1976) , Boughton (1981) and Husted and Rush (1984) infer their definition of money on the basis of the degree of substitutability between narrowly defined money and other. financial assets. Although the two methods are closely linked, the latter has the advantage of providing a direct measure of the degree of substitutability between various financial assets and also allows for defining money as a sort of weighted average of these assets based on this substitutability rather than a simple-sum aggregation. Hence, we have decided to use this approach in the present study to address the question of the most appropriate definition of money for Pakistan. In particular, we have followed Chetty's model because of its simplicity and straight forwardness.
Two alternative definitions of money are popular in Pakistan. The narrowly defined money (MI) consists of currency and demand deposits while the broader concept (M2) also includes time deposits. Thus, the issue of the most appropriate definition of money boils down to the specific question whether time deposits are a good substitute for narrowly defined money. To answer this question, we specify a Chetty-type two asset model:
We assume that the consumer maximizes the utility function: 
The coefficient of log (1/1 + r) gives a direct measure of the elasticity of substitution which can be estimated econometrically.
All the data used in this study to estimate Equation (7) 
III. ESTIMATION RESULTS
* M = subject to the budget constraint:
We first estimated Equation (7) using the Ordinary Least Squares procedure (OLS), but the results suffered from positive serial correlation. To correct this problem we re-estimated the equation using the Cochrane-Orcutt iterative technique. The resulting estimated equation is reported below: where
Holdings of currency and demand deposits in the current period: range and imply a convex indifference curve between M1 and T which touches the axes. The elasticity of substitution is statistically significant at the I percent level but, as seen from the reference points of zero and infinity, its magnitude is not very large. This leads us to conclude that substitution between M1 and T does take place though it is not perfect. We substitute the relevant parameters in Equation (8) to get: 
1 Table 1 Ml' M2 and Adjusted Money Stock (Rs Million) The new monetary aggregate presented in this study may be beneficial for researchers and policy-makers working in the area of monetary economics. However, since its value depends on behavioural parameters, the empirical aggregate would need to be re-estimated periodically to take account of the fact that the elasticity of substitution may change over time.
The adjusted money stock series are reported in Table 1 . It can be seen that the valuesof our adjusted money stock lie between M1 and M2 .
An appropriate definition of money is important from the point of view of both economists and policy-makers.
In Pakistan two alternative definitions of money are popular. The narrow money stock consists of currency and demand deposits while the broad definition also includes time deposits. The question to be answered is whether time deposits should be included in the definition of money. We have tried to answer this question with the help of a two-asset Chetty-type model. Our main finding is that time deposits are much less than perfect substitute for money so that the true definition of money is the adjusted money stock calculated in this study. do not explain the logic of constructing the money stock in this way. How total utility and adjusted money stock become one and the same thing, I think, needs to be explained. Similarly, to estimate the utility level the authors need separate values of the coefficients a and {3of the CES function. But they are able to estimate the ratio of the coefficients (aJ{3).Therefore, they have to assume value of one of the coefficients and they assume a = I without any explanation.
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The paper addresses an important issue of monetary economics. I think that all the economists agree that the appropriate definition of money is an empirical issue. However, in the case of Pakistan not much empirical work has been done to determine the appropriate definition of money. To my knowledge, this is the second paper which deals directly with the issue of definition of money. The first paper appeared in a recent issue (Autumn, 1988) of The Pakistan Development Review.
In the literature on monetary economics, we find more than one definition of money. Each definition of money specifies certain monetary assets which ought to be included in money stock. The approach fonowed in the present paper suggests that to decide which monetary assets should be included in defining money, we should consider the substitutability of the assets. Only those assets which are empirically found to be substitutes can be used simultaneously to define money. The assets can simply be added together when the degree of substitution is perfect among them. In case of less than perfect substitution, a sort of weighted averageof the assets may be used.
. My first and major comment deals with the scope and coverage of the paper. The authors have estimated elasticity of substitution between M1 (currency + demand deposits) and T (time deposits held at the commercial banks). There are a number of other important monetary assets not covered in the study. For example, saving deposits held in the form of profit-loss-sharing accounts at the commercial banks. These are chequeable deposits with a rate of return and differ from demand deposits in terms of liquidity in the sensethat the depositor needs to give an advance notice of one week to the bank to withdraw a large sum from his account. Similarly, national savings schemes available at the Post Offices and National SavingsCentres are not included in the analysis. These savings schemes are in fact time deposits offering higher rates of return than those offered by the commercial banks. As a consequence, a very large amount of private savingsare being kept in the form of these national savingsschemes.
The paper does not provide an explanation for a number of important steps involved in the analysis. The authors estimate the parameters of the CES utility function, and then for values of M1 and T for different years estimate total utility levels. These total utility levels are called adjusted money stock series. The authors Pakistan Institute of Development Economjcs, Islamabad.
